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MPSC approved a forward-looking economic cost study for use in the State of Michigan in

in the above-captioned matter on behalf of the Michigan Public Service Commission ("MPSC").

universal support mechanism for Ameritech high cost areas. The MPSC ordered Ameritech to file

connection with the Federal Communications Commission's ("FCC's") and any Michigan state

Economic lives and future net salvage percentages used to calculate depreciation expenses must

forth by the FCC in its Universal Service Order,· with the exception of criteria number 5:

be within the FCC authorized ranges. Specifically, II of the 15 plant categories used in the

1 In the Matter ofFederal-State Joint Board on Universal Service, CC Docket No. 96-45, Report and Order, FCC
97-157 (released May 8,1997) ("Universal Service Order") att250.



universal service cost study fall outside the FCC life ranges:

UG Cable-Met 5C
Intra-Bldg. CA-Met 12C
Arial Cable-Met 22C
Buried Cable-Met 45C
UG Cable-NonMet 85C
Operator Systems 117C
Sub Pair Gain 257C
Digital Circuit 357C
Digital Switch 377C
Arial Cable-NonMet 822C
Buried Cable-NonMet 845C.

The cost study approved in the U-11635 Order is the same as approved by the MPSC in

its January 28, 1998, order in Case No. U-11280 ("U-11280 Order") dealing with establishing

total service long run incremental cost (''TSLRIC'') in connection with rates for Ameritech's

provision of unbundled network elements in the State of Michigan. In the U-11280 Order, a copy

of which is also attached, the MPSC specifically found, with respect to those depreciation lives:

On reconsideration of this issue, the Commission is persuaded that the asset lives
proposed by Ameritech Michigan are more forward-looking than those that the
Commission initially adopted in the July 14, 1997 order. As such, the Commission
concludes that they are more reasonable than the FCC prescription lives, which more
closely resemble cost-based regulation than TSLRIC principles. The Commission agrees
with Ameritech Michigan and the Staff that, in a more competitive environment, the
development of new technologies and a greater sensitivity to customers' needs can be
expected to stimulate new investment and hasten the obsolescence of existing equipment.
The Commission also finds that Ameritech Michigan's proposal is a reasonable means of
recognizing this trend...2

In the context of the pricing of unbundled elements on the basis of forward-looking costs, the

MPSC's determination in this regard is clearly reasonable.

2 U-I 1280 Order at 7.
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Moreover, approving the same cost study for universal service purposes is consistent with

the FCCs own view:

We also affinn that state-conducted cost studies have the advantage of pennitting states to
coordinate the basis for pricing unbundled network elements and detennining universal
service support. This coordination can improve regulatory consistency and avoid such
marketplace distortions as unbundled network element cost calculations unequal to
universal service cost calculations for the elements that provide supported services. Such
marketplace distortions may generate unintended and inefficient arbitrage opportunities.3

waiver to that effect.

Since the MPSC has approved, for universal service purposes, the entire cost study

- 3 -

Respectfully submitted,

Michael S. Pabian
Counsel for Ameritech
Room 4H82
2000 West Ameritech Center Drive
Hoffman Estates, IL 60196-1025
(847) 248-6044

We also encourage a state, to the extent possible and consistent with the above criteria, to
use its ongoing proceedings to develop pennanent unbundled network element prices as a
basis for its universal service cost study. This would reduce duplication and deminish
arbitrage opportunities that might arise from inconsistencies between the methodologies
used for setting unbundled network element prices and for detennining universal service
support levels.4

pennit that study to be used, in its entirety, for federal universal service purposes as well --

applicable to the pricing of unbundled network elements in the State of Michigan, the FCC should

including depreciation lives that fall outside the FCC's authorized ranges -- and should grant a

Dated: May 26, 1998
[MSPOI37.doc]

3 Universal Service Order at lj(247.

4 [d. at lj(251.
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STATE OF MICHIGAN

BEFORE THE MlCHIGA..~ PUBLlC SERVICE COM1vllSSION

In the matter of the application of
AJ.~RJTECH MICHIGAN for approval of its
forward.looking economic cost study for use
in determining federal universal service support.

)

)
)
)

----------------~

Case No. U-1163S

At the May 11. 1998 meeting of the Michigan Public Service Commission in Lansing,

Michigan.

PRESENT: Han. John G. Strand, Chairman
Hon. John C. Shea. Commissioner
Han. David A. Svanda. Commissioner

QPINION AND ORDER

I.

HISTORY OF PROCEEDINGS

The Federal Communications Commission (FCC) issued an order dated May 7, 1997, In the

Maner of Feqeral--State Joint Board on Universal Sen'lce. CC Docket No. 96-45 (Universal Service

Order). In that order. and the rules adopted by it,1 the FCC identified the services and functionali~

ties to be supponed by universal service support mechanisms. The FCC also detenmned that "high

cost" would be detexmined by the amount a provider's cost exceeds a nationwide benchmark.

Those carriers having high costs under the FCC definition could be eligible for cost suppon. Costs

for nonroral camers, such as Ameritech Michigan. would be detennined utilitizing forward-looking

141 C.P.R. S~tion 54.101.



economic principles as determined by either a yet-to-be-adopted FCC cost model or pursuant to

cost studies approved by state cormnissions.

On July 14, 1997, the Commission issued an orde:r in Case No. U-11280, which. among other

things, approved a cost methodology for Ameritech ?vfichigan to detennine its total service long run

incremental costS (TSLRIC). Ameritech Michigan was directed to file TSLRlC and related studies

and tariffs 14 days thereafter.

On August 13, 1997, the Commission. consistent with FCC deadlines, advised the FCC that it

would utilize the TSLRIC standard legislatively mandated in Michigan, MCL 484.2102(ff);

MSA 22.1469(102)(ff), for detennining universal service costs. On November 3, 1997. Ameritech

Michigan filed an application for approval of a forward-looking economic cost (FLEe) study in

Case No. U-l1S73.

In response to petitions for rehearing filed by Ameritech Michigan and other parries. the Com-

mission modified its July 14, 1997 order in Case No. U-II280 on January 28, 1998. That order

addressed four items related to Ameritech Michigan's TSLRIC studies: cost of capital, depreciation

lives. fin factors. and shared and common cost allocations. The Commission left unchanged its

July 14. 1997 rulings related to cost of capital, fill facl:ors, and shared and common cost for

unbundled network elements. The Commission adopl:ed Ameritech Michigan's proposals related to

depreciation lives.

Also on January 28, 1998. the Commission dismi!;sed Amerirech Michigan's application in Case

No. V-II573. It ordered the company to file a new study in a new docket that would be used for

federal universal service support for high cost areas and to complete the Commission's compreben-

sive review of Ameritech Michigan's TSLRICs. Ameritech Michigan's filing in this docket is in

response to that order. Today's order is consistent with the schedule established by that order and
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will permit Arnerilech Michigan to timely file its FLEC study by May 26, 1998, the date established

by the FCC.l

Attorney General Frank 1. Kelley (Attorney General), the Commission Staff (Staff). AT&T

Communications of Michigan. Inc. (AT&t), and MCl Telecommunications Corporation (MCI)

filed comments on Ameritech Michigan's filing on March 11. 1998. AT&T. the Staff. and Ameri-

tech Michigan filed reply comments by March 26,1998. Amerirech Michigan, AT&T, Mel, the

Attorney General. and the Staff filed additional responses on April 6, 1998.

This order addresses the issues of Amentech Michigan's retail shared and common cOSt study

and the geographic disaggregation of the TSLRIC study approved by this Commission in Case

No. U-1l280 on July 14, 1997 and January 28. 1998.

II.

FCC CRITERIA FOR COMPUTING FLEe

In the Univ~rsal Service Order. Lie FCC specified the following ten criteria that any cost

methodology used to calculate the Fl.EC of providing universal service must satisfy:

(1) Assume the use of forward-looking technologies for supported services. i.e.,
least-cost. most-efficient, and reasonable technologies t.l}at are currently being
deployed, based on chMacteristics of incumbent local exchange companies
(!LECs) wire centers such as the location or SWitches, line counts, and actual
average loop lengths.

(2) Any network function or element such as Joop. switching, transpon, and
signaling used to provide a supponed service must have an associated cost.

~ApriI23. 1997 Order, CC Docket 9645. The Conunission is not aware of the FCC's
having selected a default cost methodology for delennining Fl.ECs. However, any determination
by the FCC would appear to impact only the filing date for the Ameritech Michigan study, not the
methodology used in Michigan.

Page 3
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(3) Only long-run forward-looking economic: costs may be included., using a suf­
ficiently long-run period [hat all costs mEIY be treated as variable or avoidable.
The studies must rely on [he current purchase prices of plant and equipment.

(4) Use of the authorized federal rate of return on interstate services of 11.25% or
the state's prescribed rate of return on intrastate services.

(5) Economic lives and future net salvage percentages used co calculate deprecia­
tion expenses must be within the FCC authorized ranges.

(6) The cost study or model for supponed services must reflect the level of services
demanded by all customers within a geog;raphic region.

en A reasonable allocation of joint and common COSts must be assigned to su~

ported services.

(8) Cost studies and all underlying data, fonnula.e, computations. and software must
be available to all interested parties for review and comment. Inputs should be
verifiable. engineering assumptions should be reasonable. and outputs should be
plausible.

(9) Cost studies or models must include the capability to examine and modify
critical assumptions and engineering prindples such as the cost of capital.
depreciation rates, fill factors, input costs, overhead adjustments, retail costs,
structure sharing percentages. fiber-copper cross-over points, and terrain
factors.

(lO) Co"st studies must deaverage SUpp0lt calculations to the wire center serving area
level.)

Consistent with the records upon which this case is based and sUbject to the modifications to

AmeriteGh Michigan's studies delineated in this order, the Commission finds that the studies

approved today, in concert with those approved in Ca.!;e No. U-11280, satisfy the FCC's FLEe

criteria, with the exception of criteria 5. The Commission notes that these studies are approved for

the purpose of satisfying the geographic disaggregation of Ameritech Michigan's network for the

purpose of universal service suPPOrt mechanisms for high cost areas.

3May 7. 1997 order, CC Docket No. 96-45. paragraph 250.
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Approval of these FLEC studies is not intended to overturn, modify, or in any way reconsider

issues previously detennined in Case No. U-11280 or the partS of this order related to the allocation

of shared and common costs. Further, tile FLEe study is not intended in any way to be an update

10 the previously approved study methodology or inputs from Case No. U-11280.

With respect to criteria 5, Ameritech Michigan acknowledges! and the panies appear 10 con-

cur, that the depreciation lives and net salvage values are not within FCC authorized ranges. By

issuing this order approving Ameritech Michigan·s FLEe studies, the Commission is neither

explicitly nor implicitly seeking a waiver of the requirement of criteria 5 on behalf of Ameritech

Michigan. Because the Commission approved Ameritech Michigan's proposal on depreciation

issues in Case No. U·11280, the burden of convincing the FCC on this matter lies squarely with

Arneritech Michigan.

nI.

COST.METHODOLQGY ISSUES

As established in ils order commencing this proceeding, the Commiss.ion identified two areas to

be addressed. The first was Arneritech Michigan's retail shared and common cost study. The

second was the geographic disaggregation of the Case No. U~11280 cost study to produce a wire

center by wire center cost analysis for use in the FCC universa) service support mechanism for high

cost areas. In the area of geographic disaggregation, the parties and the Commission have identified

eight issues mat need to be resolved.

4Reply Comments of Ameritech Michigan, Case No. U-1l635, p. 30, footnotes 9 and 10.
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Shared and Common Costs

The public accounting finn of Arthur Andersen was retained by Ameritech Michigan in June

1996 to perfonn a study of shared and common costs for use in Case No. U-11280. Anhur

Andersen was again retained by Ameritech Michig2n to complete a study of shared and common

costs for Ameritech Michigan's retail services. Th,~ latter is a part of Amerit.ech Michigan's

presentation of its FLEC study.

On the issue of common costs, the Commission notes that it addressed common COSts previ-

ously. In its Principle No. SS, the Conunission defiried common costs6 as follows:

[C]ommon overheads are those coSts that art~ common to 81) services or output of a
firm. These costs cannot be readily identified with specific services or group of
services. An example would be the presiderlc's desk. [Emphasis added.]

The Commission has previously reviewed the issue of common costs for unbundled network

elements in Case No. U·11280. Further. in light of j t5 Cost Principle No.5, the Commission is not

convinced by this record that its Cost Principle No. :; is in error or was incorrectly applied in Case

No. U-11280~, The Commission therefore determines that the common cost multiples or mark-ups

for Ameritech }..fichigan retail senices should be set at the level approved in its July 14, 1997 order

in Case No. U~11280.

Shared COStS as proposed by Ameritech Michigan C(lntinue to be based on budgeted data.

Calendar year 1997 budget information is hardly wh;l[ the Commission envisioned when adopting its

forward-looking principles in Cases Nos. U-I0620 and U-II103.

SSeptember 8. 1994 order, Case No. U-I0620, Exhibit A, page 5.

'The terms common costs and common overheads are used interchangeably in this order.
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The result of a TSLRlC analysis is the "economic" COSt of providing a service or function. It is

intended to identify a forward-looking cost. To redLlce a TSLRIC study to an analysis of embedded

cost or historical accounting COStS or results simply perpetuates the use of a business-as-usual

approach to cost analysis. The objective of a TSLRIC study is [0 reflect the most efficient means of

providing a service or function within the parameters previously outlined by the Conunission.7

Because Ameritech Michigan's retail shared co:;t study suffers from the same: flaws as its study

in Case No. U-lI280. the Commission must determine a level of shared costs that, at this time.

would reasonably reflect the Commission's TSLRIC principles.

The parties commenting on this issue present several "discounts" or reductions to Amerir.ech

Michigan's proposal. Ameritech Michigan respon~; that any reduction in its proposed costS would

have the company experience a drastic underrecovery of its costs.

The Commission concludes that a 20% reduction in Ameritech ~chigan's shared costs would

result in a reasonable representation of Ameritech Michigan's shared costs. This reduction is con-

sistent with the percentAge reduction in similar Michigan Ex.change Carriers Association cost studies

that were also based on budget data. The 20% is an approx.imation of increased efficiencies of

Ameritech Michigan's operations as required by the TSLRlC concepts of optimum and efficient

operation.

Geographic: Disaggregation of Costs

The purpose of this phase of the proceeding is simply to disaggregare the TSLRIC study

approved in Case No. U-11280 to produce results that could be used by the FCC in the administra·

'September 8, 1994 order, Case No. U-I0620: FCC F1.EC Criteria 3, paragraph 250.
CC Docket 9645.
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tion of the universal service support mechanism for high cost areas. In addressing the issues related

to the disaggregation. the Commission will not com;ider proposals that cal] into question the validity

of the results produced in Case No. U-11280. Further. the Commission intends to resolve the

matte~ in dispute in a manner that will permit Amenrech Michigan and this Commission to meet the

recently e:ttended FCC deadline of May 26, 1998 for Fl.EC studies.S With these factors in mind,

the Commission rejects all recommendations by cor::unenting parties that the FLEC study be totally

recomputed.

The Commission also believes additional justification for rejection of a total restudy is thar

Ameritech Michigan must use one TSLRlC study for its entire network, e.g., unbundled network

elements, retail, and FLEe. At this time, the results of Case No. U-11280 present the best oppor-

tunity to achieve that goal. The specific issues in di~;pute related to disaggregation are:

1. Use of closing factors.
2. Placement of the sel"\ling area interface (SAl).
3. Vintage of cable.
4. Use of data from other states or other exchanges.
5. Level of uncollectibles or treatmtnt of w'1collectibles.
6. Fill factors.
7. Attorney General items.

a. AFAM model's use of "error filterin g" system.
b. Use of inefficient and embedded tec;rmology of UDLC instead of integrated

digital loop carrier.
c. Use of highly subjective difficulty f~c[ors for cable installation.
d. Inclusion of bridge tap cable overstates loop lengths and are not

forward-looking.
e. Crossover point between copper and fiber may not reflect an efficient

fOIWard-Iooking network confmnati')n.
f. Application of a 15% - 20% reducticn of loop costs if above 6 items

are not recognized in a revised study.
8. Miscellaneous issues

a. Disaggregation should include not only loops but also ports and switching
costs.

BCC Docket No. 96-45. CC Docket No. 97-160. April 23, 1998.
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b. Some recognition should be given to switching equipment used in
swjtehing coSt for large metropolitan areas and small rural areas.

c. Study should include information from or recognize latest vendor contracts
rather than the 1992 data utilized by Ameritech Michigan.

Many of these disputed issues have merit in thaI they provide a level of detail that may have

been missing from the study in Case No. U-11280 that was to be disaggregated in this proceeding.

The most telling of these issues is the use of closing factors. Absent these factors, Ameriteeh

Michigan could not disaggregate its network in a manner that had the sum of network parts equal

the entirety of the network. In effect. Ameritech Michigan has created costs or network synergy

where the sum of the network pans exceeds the network as a whole. Closing factors essentially

scale down the disaggregated study resultS to a levell~qual that in Case No. U~11280. The

Commission is concerned with the existence and use of closing factors. but that concern must be

tempered with the realization thaI the FCC's new FLEe study filing deadline provides little time for

a comprehensive recalculation of AmeriteCh Michigan's FLEes. Additionally, the Conunission does

not intend to revisit its TSLRIC methods approved in Case No. U-11280 prior to the normal

biennial review. The Commission therefore concludes, despire rhe shoncomings, that the use of

Ameritech Michigan's closing factors for this case is reasonable and will be permitted. The

Commission, however, puts Ameritech Michjgan on notice that its future biennial TSLRIC studies

must not incorporate closing factors or any similar approach.

Having pennitted the use of closing factors in this case, many of the remaining issues may add

only false precision to a result that can be deemed reas:::mable. Therefore, the Commission does not

adopt the commenting panies' positions. On the other hand. in its next biennial TSLRlC filing,

Amerirech Michigan must justify its proposals as they relate to the placement of the SAIs, use of

data from other states, uncollectibles. fill factors (and effective fill facto~), and level of disaggrega-
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tion in tenns of ports and switches and cable vintag(:, in addition to the normal proofs it would

present.

Administrative Issues

The FCC has directed the states to submit FLEe studies. The FCC also established a filing

fonnat to be used by all states to simplify and sWldardize the submission and review of cost studies.

, The Commission directS Ameritech Michigan [0 complete the necessary data in the format pre-

scribed by the FCC. The Commission directs Ameritech Michigan to work with the Staff to prepare

the data. and supporting information. The information should be prepared in a manner that recog-

nizes Michigan statutes and COlDI!'jssion orders. Pri"r to Ameritech Michigan's filing at the FCC, .

the Staff is to notify the Commission that. in the Staff's opinion, the FLEC study to be submiued is

consistent with Michigan law and Commission actiol! and includes the proper general and support-

ing infonnation. This notification shall be served on all corrunenting panies and filed in this docket.

Finally, the Commission also notes that the next biennial TSLRIC filing for Ameritech Michigan

is due in January 1999. Until approval of that study, Ameritech Michigan shall utilize the results of

Case No. U-1l280 and this docket in regulatory matters in :Michigan.

a. Jurisdiction is pursuant (0 1991 PA 179, as amended by 1995 PA 216. MeL 484.2101

et seq.; MSA 22.1469(101) et seq.; the Communicatic'ns Act of 1934. as amended by the Telecom-

munications Act of 1996,47 USC 151 et seq.; 1969 PA 306, as amended, MCL 24.201 et seq.;

MSA 3.560(101) et seq.; and the Commission's Rules of Practice and Procedure, as amended, 1992

AACS. R 460.17101 et seq.

b. Shared and common costs should be recalculated in a manner consistent with this order.
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c. The Ameritech Michigan FLEC study should be approved for use in the FCC's universal

service support mechanism for high costs areas.

d. Ameritech Michigan and the Staff should prepare the filing for submission to the FCC by

May 26, 1998.

e. The Staff should notify the Commission and the commenting panies that the study filing is

consistent with Michigan law and Commission orders and includes proper general and supporting

information.

f. The next biennial TSLRIC filing for Ameritech Michigan is due in January 1999.

g. Disputed issues related to geographic disaggregation. as discussed in this order, should be

addressed and justified by Ameritech Michigan in its January 1999 TSLRlC filing.

TIiEREFORE, IT IS ORDERED that:

A. Shared and common coStS shall be recalculated in a manner consistent with this order.

B. The Ameritech Michigan FLEe study is approved for use in the Federal Communications

Commission's'univeISal service support mechanism for high costs areas.

C. Arneritech Michigan and the Commission Staff shall prepare the filing for submission to the

Federal Communications Commission by May 26.1998.

D. The Commission Staff shall notify the Commission and the commenting parties that the

study filing is consistent with Michigan law and Commission orders and includes proper general and

supporting infonnation.

E. The next biennial total service long run incremental cost filing for Ameritech Michigan is

due in January 1999.
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F. Disputed issues related to geographic disaggregation, as discussed in [his order. should be

addressed and justified by Ameritech Michigan in its January 1999 total service long run incremental

costs filing.

The Commission reserves jurisdiction and may issue further orders as necessary.

MICHIGAN PUBLIC SERVICE COMMISSION

15/ John G. Srrand
Chairman

(S EA L)

lsi John C. Shea
Commissioner, concuning and dissenting in a
separate opinion.

Is/ David A- Svanda
C::)Inmissioner

By its action of May 11, 1998.

lsI Dorothy Wideman
Its Executive SecretaI)'
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STATE OF MICHIGAN

BEFORE TI1E MICIDGAN PlJBUC SERVICE COMMJSSION

In the matter of the application of )
AMERITECH MICIDCAN for approval )
of its forward-looking economic coSt study )
for use in determining federal universal )
service support. )

--------------}

Case No. U-11635

CONCURRING MlltDISSENTING OPINION QF .CQMMISSIO,NER JOHN C. SHEA

(Submitted on May 11, 1998 concernin.g order issued on same date.)

I concur with the accompanying order to the extent that it completes the task of approving

a pan of the total service long run incremental cost sttldy of Ameritech Michigan pursuant to

Section 304a of the Michigan Telecommunications Ac:t, MCL 484.2304a~ MSA 22.1469 (304a).

I dissent from the accompany!ng order to the extent that it purports to exercise federal

authority conc~ng the federal universal service pro~;ram.

While the federal universal SeMce program is no doubt a wonhy program. the majority, I

believe, has erred in issuing the accompanying order for the reason that the Michigan Legislature

has seen fit (0 deny to this Conuniss!on the power to implement an~ universal service program.

By enacting the Michigan Telecommunications Act ("MTA"), the Michigan Legislature

expressly limited the Commission in the exercise of its authority. See, MeL 484.2201(2); MSA

22.1469(201)(2) ["In administering this act, the Commission ~all be limited to the powers and

duties prescribed by this act"]' Elsewhere, the MI'A provides that the Commission shall create a
I

task force "Lo study changes occurring in the federal universal service fund and the need for the



establishment ora ~tate universal service fund," MeL 484.2202(e); MSA 22.1469(202)(e)

[emphasis added), and to "issue a report to the legislatUre and governor on or before December

31, 1996 containing ... findings and recommendations," rd. The state universal service report

has been completed and sent to the Michigan Legislature but, as of this date, no legislative action

has been completed that would implement a wUversal service fund program. Without such

statutory authority, this Commission can not act. SE~ Union Carbine Corp v PSC, 428 NW2d

322,431 Mich 135 (198&).

U-11635
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ORDER ON R.EHEARING

Michigan.

BEFORE THE MlCHIGAN PUBUC SERVICE COMMISSION

Case No, U·ll280

•••••

On 1'.liy 14. 1991. the Commission issued an order modifying and approvi.ng a total se.rvic.e

PRESENT: Hoo.. John G. Strand. Ch.a.i.rma.n
HOD. John C. Shea.. Commissiooer
Hon. David A. $vanca, Commissioner

STArE OF MICHIGAN

At the January 28, 1998 meeting oftbe Michigan Public Service Commission in lAnsing.

long run incremental cost (fSUUC) study methojology for Amerittcb Michigan and approving

rates. terms, and condirioD5 for Ameriteeb Michig3.D to provide uobuDdJed network eleme~ts.

tariff sbeets to implement the order.

interconnection services. and feWe services. On July 24. 1997, Ameri:ecb Michigan submitted

In respo~ to petiticns for rehearing filed by ~~ecll Michigan. A1 &T Commu~ons

of Michigan. Inc. (AT&T), a:ld Mel Telecommunications Corporation (MCn. the Commission

In the matter. 00 the CommiSSion'$ own motion, )
to consider the toW service 100& IUD. inaemmtal )
costs and to determine the prices of UI1bundled )
necwork e1emeDtS.in~D servicea, resold )
services. and basic l~ ~ange se~.~. :.:) "",- :
A.\!ER.1T£CB MlCmGAN. )

--------------->

granted panial rehearing on September 30. 1997. The Commission defined the seope of

rehearing by ideDrifying ei~bt issues. Those issues include1 the fout cost inputs te the TSLRIC



models: (1) cost of capital, (2) depreciation liV~i, (3) fill f2ct0rs, aDd (4) shared and common

COSt allocations. The other (our issues are (5) w!:lethe: the UDbundled. 1oc:al switching charges

recover the cost of ven:iea1 featUreS, precluding the use of sepan~ clu.rges to recover those

costs, (6) the terms and conditions for providing ctlmInon transpOrt a! an unbundled netWork

element, (7) the propriety of the re:sa.le discount percentages. and (8) Ulll:Xplaincd di.fferenca. .

between proposed tariffs submined by Ameritee~ Micbigan withjts~ coSt stuc1ie$ ~Il
. ... ~ - .... --:-."-- .- 7·... ·· , .;' .

January 21. 1997 and tbo.se subm.ittcd on l~y 24, 1997. The ~,sion denied rebearing in

all other respectS. Tht order establisMd fi1in8 deadlines for the moving parties' proposals OD

On October 21, 1997, ~riteCh Mic.higa.o, Mel. and AT&T filed their proposals OIl the

rehearing issues.

In its proposal. AmeriteCh Michigan requested relief \1Iith respect to six of the eight issues.

For issue (l), Ameritecb Michigan proposed that the 10.6% cost of capital required in the

July 14, 1991 order be replaced by the confidential cost of capital used in the original cost

stUdies that it filed a.t the begi:uililg of this caSI~ (in Jmuary 1997). With respea to issue: (2),

Am~hMichigan proposed that the asset lives developed under the Fedenl Cr>Ill.mUDica.tioos

Commission's (FCC) prescription approach and adopted. in the July 14. 1997 order for

depreciation purposes be rep~ by the a.cce'lerated asset lives used in the original Alnaiteeb

Michigan cost srodies. On issue (4), which rdates to shared aDd common costs, Ameritech

MichigaD proposed that the ~rcentage J:n3.!bJp approv~ in the Commissioo's order be repLaced

with the s~ific dollar allocations used i.n its original cost studies.
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cost .studies demonstrate tlW the pricing of its w:lbundled local swr~ eleme:n does DOt cover

the additional costS associated wilh the vettica1 fearures ot J. local switcl1 pon. Amt:riteeh

Michigan approached issue (6) by denyinc that it has an obligation under fedaallaw to provide

common transport as an unbundled DetWork eleraeat. With respect to issue (7), Ameriteeh

Michigan proposed adjUStmaUS to the computati:on of the resale discounu thai: would lower the.. ., ~. . .....- .

di,sa)um perc.eI1tages to 19.83 S (from 25.96~) if the c:orJ:JpC1ing providtt does DOt use

Ame1'itech Michigan's opentvr serVi~ and directorY assistance (~IJ?A) and 19.7) S (from

19.96 %) if the provider purch.ases AmeriteCh Michigan's OSIDA .sav:ices.

Mel's initial proposals addressed issues (3), fill factors, and (6), common transport. With

respect to issue (3), MCr proposed rhaL the fill J=aCIOIS supponed by Ameritecb Michigan and

adopted by the Commission be replaced by the b.igber f3ctors that ~CI and AT&T had proposed

in their commentS filed prior to the July 14, 1997 order. For i5su.e (6), MCI proposed that

Ameritech Michigan be required to offer COJIll:I)DD transport iU a usage-seIlSitive rate of

sO.m 109 per minute of use. ~Cl discussed matters rel.ar:i..rlg to unbundled local s\\itching and

nonrecurring charges. AT&T Wo addressed Ameritec.b Michigan's tariff suhmis.sioDS with

respect to those issues.

On the November 10, 1997 deadline for initial commt:ms on the rebearing proposals,

Ameritech Michigan, A1&T, Met. the Michi{.raJ2 Exchange Came1's Association, Inc. (MECA),

Attorney General Frank J. K~Uey (Auomey G~n.era.I), and the CommissioD Staff
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(Staff) filed ~mmeDts. On November ZI, 1997, the same parties, except for MECA, filed

response commenu. On Dect:mbeT S, 1997, the parties, except for MECA. &ed reply

Having reviewed the patties' comments on rebearing, the Commission observes that much

of the diseussioo. addresses issues that are outside the scope of rehearing. Some of the other

commeuts, when addnssing issues designaCC:i for'~, did ~t bri.ng new or diffctex:t- ;. ..

informatioa 10 the CommissiOn'sa~"bUt·~ ~epeared or exPeinded'lrg;ii:Qents made

prior to the July 14, 1997 order or supplemented those arguments with i.nfornution that could

have been advanced during the e:ulier pb.ases of this case.

The Commission reminds the parties tb2t ~: current prOCHrling is on rehearing from the

determi.1utioDS made in the July 14, 1997 order. As Doterl in the September 30, 1997 order

at 1-2, the Commission's rehearing sta.Ddard dOf:S not permit the parties to raise any argument

that they choose, but impOses the following limitarions:

Rule 403 of the Cotmni!sion's 'Rw.e.i of Practice and Procedure, 1992 MeS,
R. 4060.17403. provides tba1 a petition for reheariDg may be based on claims of
error, newly discovered evideDoe, faCtS or circumsunces arising after the
bearing, or unintendod consequences re:;u1tiIJg fram compliance with the orda.
A petition for reheariDg is not merely another opportUnity for a part)' to argue a
position Of to express disagrea!'ent witi the Commission's decision. Unless a
party can show the decision to be incom~et or improper because of errors, newly
discovered evidence. or UD..il\tended consequences of the decision, the Commis.
sion will not grant a rehearing.

The Commission reaffinns that Rule 403 governs this proceeding. Information and arguments

~t}aT, do not meet t!li.s standard are Dot entitled to coosidention.

In the September 30. 1991 ordt:r 11 7-8. the Commission defined the scope of proceediDgs

on rebe'31ing as foUoVr'S:
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To sum:marize. (be scope of fw ther pr~ing.s on rehearing shall be limited
to the four COSt inputS to the TSLJUC models ... , the recovery of the cost of
vertical features ~ part .of unbundled local switehing. unb~ed common
transport. resale. and certain tariff matters. Tht Commusionfinds rAaJ"tJit
pam'u .petiriOlU for r£hearing should be deni~d in fl1l orher respeas and should
nor be reliligared in this case. .

Exc:epc for the issue of unbundled coramon transpOn (for which Ameritech
Michigan acknowledges a responsibilitY tI) comply with the FCC's ordet'), 1M
parry sulin, rwaring on an isSUL l4'i1I lu:r~e tAt burden ofsp«ifiCtJ!Jy demon·
stTfJlirtg wiry the July }4. J9970rik1 was in ~or and hew it should~ cJumgtd.
To meet this burden. it must file a propos.a1 to r.esolve the issue by tbe
October 20, 1997 deadline. Thr proposa.ls as well as tht subsequmr C01'1l1TlL1llS

or ajfi.davits shOUid not merdy reSfaze a ptlJ"Ty's posiJion in grn~ra1 ttrms, but
they should supply MW ilfjormation thaI 1+lC2S not preYWwly irt lhe record.

(Emphasis added; foomote del~ed). Because much of the discussion in the comments submitIed

during the rehearing phase of this case does not comply with the Rule 403 Standard or tile

September 30. 1997 orde:r, the Commission has determi.ned that it should disregard those

comments in resolving this C2Sf'. Consequ.eIltly, this order \loill focus only on the argumentS that

are within the proper scope of rehearing. Althcugb alre.1dy staled in the September 3D, 1997

order, the Commission reiterateS that the findings and conclusions iD the July 14. 1997 order

will continue to be effective, except as specifically modified in this orda.

Cost of Capi~

Ameritec.h Michigan bas nor prese01ed new a:guments or different information to support its

posir.ion that the cost of capital should be higher tb.aD the 10.6% l'3Ie approved in the July 14,

1m order. Moreover. the CotnI11bsion remains persu.a.db:1 that the July 14, 1997 order reacbe(1

the appropriate result regarding the coSt of caf'luI. Therefore, the Commissio!1 will not alter

this dete.nniDation.
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In addition. the Commissi.ort rejectS the Auon1eY Ge:aeraJ's ammpts to reargue his positioll

that the cost of capita.! should be reduced to 9.74'~. The Attorney General ex.trcised his

opportUnity to develop this position in his earlier ccmments. which failed to pemw:1e the

Commission in iu July 14. 1997 order. To the e;creat that he assertS tbat those arguments have

been improved with new or different information, the information is nrith.er material oor

persuasive. The Attorney Genenl's attempt to lower the cost of capiul continues to rely on

book: values 3J1d is not fotward-lookiDg as r~erl'-bY a TSLRIC ~ysis.

Depreciation

In support of its depreciation piopoW, AmeriteCh Miclligan argues that the longer asset

lives adopted in the JuJy 14. 1997 order are bas(~ on histOrical data and are Dot sufficietttly

forward-looking for a TSLRIC analysis. Amerirech Michigan argues th.at the accelerating pace

of teclmological change in a more competitive environment means that equipment and. sYSte:m5

will become obsolete more quickly rhan in the past. Amencech Miclligan DOtes tha! the Staffs

earlier c(>romenU in this C3.Se chanC1erized A1D'~riteeh Michigan's proposal as being within the

range of reasonable~ess.

In reply. AT&T argues tba1 Ammt~b Michigan has nOI presented any evidence s~owing

that the rate of obsolescen~ has in fact increased. but that Ameriteeb Michigan coIttiIraes to use

equipment that is ma.oy years old. AT&T further conIends thaI AmtriteCh Michigan has failed

to address how the demands of new market eD':raIlts for unbu:ldled netWork elemeDLS will affect

the rate of replacemenz of the network or to identify any new technologies that will render

current technologies obsolete in the near future. According to AT&T. local exchange carriers'

average rate of accnW of depreciation re.seI"e:s has increased faster in recw. years than their
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rate of retirement of depreciable assetS. From tilis trtDd, AT&1 infers that the FCC's pre.saip-

tion rates for depreciation are accurate and err, if anything, on tlle side of oveTStat.iD.g actual

depreciation expense.

The Attorney General agrees with AT&T's assessment that Amtritecb Mi~higan has failed

to show thaI forward-looking asset lives would be significantly less than lives based on eurtent

experience. According to~A~y General. Ameri~Michigan's reliance one~~

cha'.1ges in the future is inronsistent with its~ of embedded pbm aDd existing teehnology in its.. .._ ..

COSt study netWork: configuration. which are le:s:; efficient and more COStly than the new

technologies it assumed as the basis for its proposed depredation lives.

MECA opposes the FCC prescription lives on the ground thaI they are not fonvard-lookiJig.

MECA recommends using asset lives of 10 Ye3rs for switching equipment. 8 years for circuit

equipment. 15 years for buried cable, and 171/2 y~ for buried fiber.

On reconsideration of this issue, the u,IDIIUssion is persuaded lhaI the asset Jives proposed

by Ameritecl1 Michigan are more forward-looking than those that the Commission initially

adopted in the July 14, 1997 order. As such. tbe Ccmmission ~DC..1ndes that they are more

reasonable than the FCC prescription lives. which. II:.ore close!y resemble cost-based regulatioa

than TSLRlC principles. The Commission agrees with Ameriteeb Michigan and~ Staff that,

in a more competitive enviromDC'ilt, the develc'pme:ot of neW [ethnologies and a greater

sen,s;.tivity to customers' needs can be expected to stimulate new iDVestme01 a.OO hasten the

obsolescence of wsting equipment. The Coaunission also finds that Ameritech Michigan's

proposal is a reasonable means of recognizing this trold and that the July 14, 1997 order failed

to give due attention to thesecomperitive coO!;iderations. AmeriteCh Michigan's cost study
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methodology should be m-ised to inCOrpOn1C the asset lives that i1~ fOt deprte:WiOD

Fill Factors

Although Met and AT&T continue to advocate increased fill f:actors based OD perumagcs

of usable capacity mar. approach lOO~ in mmy instances. the Commission fi.ads thu they have

no. advanud any tmtcr..il new ilIfOi'io.atiOD. or wmpeUmg rarlonaJe 10 ruppon this position.,

which the Commission rejected in the Joly 14, 1m order. Although Mel argues 011 rehearing

that the target fill fa.etors it ex.cerpted from Ameriteeh Corporation's 'Internal doc.umenu make

adequate provision for administrative and spare C3pacity, MC! has not demonstrated that the

intern.a.l documeDlS an: curre::ot or make the cost asswnption.s appropria.te to a TSL.R1C analysis.

Shared and Common Costs

AmeottCh Michigan argues for adoption of the shared and common Cost allocations used io

its original cost stUdie5. Reiterating that it b3.sE:d the cost assumptioos used in those studies on

prelimiriary budget daa for 1997, Ame.ritech Michigan ctaims tb.1t a comparison of me cost

assumptions to the a.coW expenditurn for the first pan of 1m and fiDa.I bUdget data for the

remainder of 1997 shows that the assumptions we:r~ underst3ted. Ams!riteeh Michigan adds

Wt, CODtr:U)' to suggestions in the July 14, 1997 order, a new study of retail shared aJ1d

common COSts pertorm«1later in 1997 shows that more of those costs have been allocated 10

retail services Wn to unbundled De'tWvrk ele:n:lents.

ALleritech Michigan also criticize~ the Commissioo's order for adopti.o.g a fixed percentage

aUOC3tor. Ameriu:ch Michigan conteDds that it is more appropriare to ideDtify a fixed pool (in
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